


The Signatories and their members lead an industry that generates more than 20 percent of
America’s gross national product, employs more than 9 million people, provides rental housing
for 17.7 million households, and produces nearly two-thirds of the taxes raised by local
governments for essential public services.” In the aftermath of the financial crisis, the U.S.
multifamily and commercial real estate sectors remain critical forces in shaping the magnitude
and direction of our economy and job recovery.

I. Overview

With respect to the Proposed Rule, the Signatories support the Agencies’ efforts to ensure
the safety and soundness of the financial system with the LCR framework as part of enhanced
prudential standards. At the same time, the LCR has the potential to increase costs across a wide
range of CRE/MF borrowers, including builders and developers, business owners, insurance
companies, institutional investors, REITs, private equity funds, and others. In addition to
commercial borrowers, affordable housing projects could be constrained by these new
requirements. The Signatories and our members believe that the DFA/Basel III liquidity regime
has the potential to influence capital flows and raise costs broadly across CRE/MF lending
markets.

Indeed, the LCR is intended to guide some of the biggest and the most diversified lenders
in making their strategic allocations internally to business lines. To the extent that CRE/MF
products are disadvantaged by the LCR framework, liquidity could decline across the industry,
including bank balance sheet lending to stabilized and development properties, and financings
through certain bond structures and Commercial Mortgage-Backed Securities (CMBS). While
the Signatories welcome the enhanced market discipline of DFA and Basel, we believe it is
imperative that the Agencies ensure that final U.S. rules: 1) are harmonized with international
expectations and standards, especially with respect to timing; and 2) avoid damaging market
liguidity by failing to sufficiently differentiate between products.

With regards to the recommendation that the Agencies harmonize U.S. rules with
international standards, the Signatories believe that the conformance timeline is of critical
importance for the CRE industry. Though large banks have adjusted partially to the BCBS
standards, the conservatism of the national draft rule caught the industry unexpectedly. Even
before the U.S. proposal was issued, liquidity was at times considered to be as valuable, and
sometimes, more valuable, than regulatory capital. While there are many thresholds under Basel
ITI, the LCR has been considered to be a challenging hurdle for some time now, and will
continue to influence the lending perimeter in the future. Additionally, the Signatories are
concerned that asymmetrical treatment between the U.S. Europe will advantage foreign lenders
and borrowers, as well as their economies, at the expense of our own.

Accordingly, the Signatories recommend that the Agencies revise the LCR
conformance schedule so that it better approximates foreign treatment, and that the regulators
pause before adopting the final rule to consider data collected from the industry.

? For reference regarding rentals, see 2012 U.S. Census Bureau American Community Survey, 1-Year Estimates, Tenure
by Units in Structure; and for reference to tax base, see U.S. Census Bureau, State Government Tax Collections
Summary Report: 2012, at 4 (Apr. 11, 2013), available at: http://www2.census.gov/govs/statetax/2012stcreport.pdf.



http://www2.census.gov/govs/statetax/2012stcreport.pdf

Additionally, the Signatories believe that the Proposed Rule does not differentiate
between products sufficiently. There are questions of classification and treatment for a number
of CRE/MF products, especially those that have conditional draw features. Indeed, conditional
draw processes are common and are contractually embedded in many types of arrangements —
lines of credit, construction lending, lending to institutional platforms, etc. — and are also found
outside of the CRE/MF sector in broad-based commercial and industrial lending.

As a result, the Signatories believe that it is in the Agencies’ interests to provide
additional specificity for CRE/MF and other products where the lender can control
disbursements based on contractual conditions that apply to the borrower.

The Signatories believe that the recommendations enclosed in this letter are even more
critical given the amount of loans maturing in years to come across bank and other major sources
of credit for commercial real estate. Changes in liquidity levels can more easily lead to
unintended consequences, like market dislocations, in periods of spiking funding needs. In
addition to the recommendations enclosed herein, the Signatories offer to supply the Agencies at
a later date with information that could be useful to better calibrate LCR methodologies in the
final rule.
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IL. U.S. Proposed Rule and Harmonization with International Standards

The U.S. Proposed Rule exceeds the expectations of the international community in
several significant aspects. In comparison to the BCBS’s revisions to its LCR standards and to
the European Union’s methodologies, the U.S. proposal is more restrictive in its definition and
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